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Bilateral and multilateral donors signifi
cantly cut aid to agriculture in the 1980s 
and early 1990s. Moves are currently 
under way in some industrialized coun
tries to reduce foreign aid still further. 
Although such cuts will undoubtedly re
tard economic growth and social devel
opment in developing countries, donor 
governments inevitably evaluate their 
foreign aid programs not only as altruis
tic activities, but also as political and 
economic investments. Reductions in 
support for aid to agriculture are often 
buttressed by the fears of some donor 
country producers, who believe that ris
ing production in developing countries 
will take away export markets. 

Foreign Assistance to Agriculture: A 
Win-Win Proposition, an IFPRI Food 
Policy Report, argues that by making 
such cuts donors may be harming both 
developing countries and their own 
economies. The report shows that the 
concerns of developed-country produc
ers are unfounded and that foreign aid to 
agricultural research not only generates 
broad economic growth in recipient 
countries but also creates developed
country employment by expanding 
developing-country imports. 

TRACING THE EFFECTS 
OF AGRICULTURAL AID 
Many studies show that publicly funded 
agricultural research increases agricul
tural productivity and growth. One recent 
study finds that the rate of return to agri
cultural research, in terms of the value of 
additional agricultural production, is gen
erally two to three times higher than the 

return to other agricultural investments, 
which themselves compare favorably 
with other kinds of investments. 

Despite the high rates of return to in
vestment in agriculture, many policy
makers and economic experts have 
thought of agriculture as an isolated 
backwater. Others have argued that in
vestment in agriculture is not particularly 
important because as countries industri
alize, the share of agriculture in the 
economy declines. 

Empirical studies 
consistently show that 
growth in the agricultural 
sector actually increases 
agricultural imports by 
developing countries. 

Although the relative contribution of 
agriculture to the economy does de
crease as an economy develops, growth 
in agriculture provides a crucial founda
tion for overall economic development. 
The lack of a dynamic agricultural sector 
can drag down the entire economy, es
pecially in least-developed countries 
where agriculture remains a large sector. 

Agriculture is so important to overall 
growth because the effects of agricul
tural growth reverberate throughout the 
economy. IFPRI research shows that in 
Sub-Saharan Africa, for instance, each 
additional dollar of income from agricul
ture adds $2 to $3 to the overall econ
omy. Each dollar from agriculture adds 

so much to the economy because of its 
multiplier effect: The rise in agricultural 
incomes and production leads to higher 
demand for consumer goods as well as 
agricultural supplies and services. Fur
thermore, employment rises as process
ing, distribution, and storage activities 
expand to handle the increase in agricul
tural production. 

As a result, incomes of farmers and 
agricultural workers rise. Their demand 
for products from other sectors in
creases, generating employment and in
comes economywide. The report finds 
that, on average, a $1 increase in agri
cultural production generates $2.32 of 
growth in the overall economy. 

Numerous studies confirm that ex
pansion of economic growth almost in
variably leads to an increase in imports. 
In fact, most studies find that the per
centage increase in imports is actually 
greater than the initial percentage in
crease in gross national product (GNP). 

The positive relationship between 
economic growth and imports generally 
also holds for agricultural imports. For 
example, one study found that in re
sponse to a 10 percent rise in GNP, 
increases in food imports range from 5.3 
percent to 10.1 percent and the rise in 
cereal imports ranges from 8.6 to 10.6 
percent. The report finds that an increase 
of $1 in gross domestic product (GOP) 
causes total imports to increase by $0.32, 
agricultural imports to increase by $0.07, 
and cereal imports to go up by $0.03. 

VVhat happens to agricultural imports 
when economic growth results from agri
cultural growth in the developing coun
try? Theoretically, increased domestic 
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agricultural production could displace 
agricultural imports. This is the potential 
outcome that worries agricultural produc
ers in donor countries. Empirical studies, 
however, consistently show that, for two 
reasons, growth in the agricultural sector 
actually increases agricultural imports by 
developing countries. 

If foreign assistance is 
properly targeted to activities 
... that promote broad-based 
income growth in rural areas 
of developing countries, the 
gains to donor countries can 
be very large. 

First, as noted, agricultural growth 
causes growth throughout the economy. 
Incomes rise when domestic production 
increases, and consumers increase pur
chases. Thus, demand expands along 
with, and often more than, production. 
The increase in domestic production 
cannot meet all the expanded demand, 
and agricultural imports increase. 

Second, while some crops are 
grown in both developed and developing 
countries, many are not. For example, 
high-quality wheat is difficult or impossi
ble to produce in many developing 
countries. Consequently, developing 
countries generally do not increase produc
tion in the same crops that developed 
countries export, and so developed
country exports do not decrease as a 
result of expanded developing-country 
agricultural production. 

An increase in agricultural imports by 
one country is, of course, an increase in 
agricultural exports by another. These 
exports result in more jobs in the exporting 
country. Developing countries are a sig
nificant force behind the expansion in 

world trade, and exports to them are 
increasingly important to developed
country economies. The share of world 
exports going to developing countries in
creased from 13 percent in 1970rT1 to 
more than 26 percent in 1992/93, with the 
share growing at an average annual rate 
of about 3 percent. While developed
country imports have been falling at the 
rate of 1 percent a year in real terms dur
ing the 1990s, imports by developing 
countries have been increasing by more 
than 5 percent annually. 

These exports provide significant 
employment in developed-country econo
mies. In the United States, every US$1 
billion of exports creates 20,000 jobs. 
With annual exports to developing coun
tries of US$197 billion, almost 4 million 
U.S. jobs depend on sales to developing 
countries. Exports from developed coun
tries to developing countries totaled 
more than US$728 billion in 1993. If the 
U.S. figure holds for other developed 
countries, these exports would have cre
ated more than 14 million jobs in those 
countries. 

Linking these findings allows an es
timation of the effects of agricultural 
growth on overall economic growth and 
the effects of economic growth on im
ports, including agricultural imports. For 
all developing countries, on average, a 
$1 increase in agricultural growth leads 
to an increase of $0.73 in the value of 
imports, of which $0.17 is agricultural im
ports, and $0.07 cereal imports. 

It is also possible to quantify the ef
fect of one component of an agricultural 
growth strategy-agricultural research
on the export market available for devel
oped countries. Assuming a 40 percent 
annual return to agricultural research in 
terms of increased agricultural produc
tion (a conservative estimate based on 
previous studies), $1 invested in agricul
tural research leads, on average, to in
creases of $0.29 in total imports, $0.07 

in agricultural imports, and $0.03 in ce
real imports each year. 

New agricultural technologies, how
ever, generate increases in agricultural 
production that continue for many years. 
When this flow of additional imports over 
time is taken into account, the $1 invest
ment in agricultural research leads to 
$4.39 of additional imports. The $1 in
vestment also generates, over time, an 
additional $1 .06 of agricultural imports 
and $0.45 of cereal imports. On a re
gional basis, the generation of additional 
imports is strongest in Latin America and 
East Asia and the Pacific, because 
growth in GOP has larger effects on im
ports there than in other regions, like 
North Africa, Sub-Saharan Africa, or 
South Asia. 

THE JOINT REWARDS OF 
FOREIGN ASSISTANCE 
Donor-country agricultural producers 
and other groups frequently assert that 
aid to agriculture harms donor-country 
interests. In fact, it does just the oppo
site: Foreign assistance can effectively 
expand export earnings and associated 
employment in donor countries. If foreign 
assistance is properly targeted to activi
ties, such as agricultural research, that 
promote broad-based income growth in 
rural areas of developing countries, the 
gains to donor countries can be very 
farge. 

While expanded export opportuni
ties do not assure that a particular donor 
country captures the gains from the in
crease in exports, all donors have the 
potential to do so. Thus, in addition to in
creasing incomes in developing coun
tries, foreign assistance to agriculture 
has the potential to benefit donor coun
tries. Foreign assistance is not a drain on 
the national treasuries of donor coun
tries, but rather a win-win proposition for 
both donor and recipient. 
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